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Wages 

I 

Employer,  Employee,  and  the 


Public 


OMMON  sense  recognizes  the  fact 


that  the  immediate  interests  of  em- 


ployees  and  employers  are  by  no 
means  the  same.  In  the  negotiation  of  con¬ 
tracts  between  them,  as  Adam  Smith  re¬ 
marked,  “the  workmen  desire  to  get  as  much, 
the  masters  to  give  as  little  as  possible.”  But 
common  sense,  when  moderately  informed, 
also  recognizes  that  wages  may  fall  too  low 
for  the  good  of  employers,  or  rise  too  high 
for  the  good  of  workmen,  and  that  when 
either  of  these  conditions  arises  the  welfare 
of  the  community  is  adversely  affected. 

The  Atmosphere  of  Bargaining 

This  concern  for  the  welfare  of  the  com¬ 
munity  animates  business  men,  and  wage- 
earners  as  well,  in  their  bargaining  with  one 
another,  to  a  much  greater  extent  than  stu¬ 
dents  of  wage  questions  always  realize.  Some 
men  in  both  groups  have  it  always  in  mind, 
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and  others  have  it  brought  forcibly  to  their 
attention  when  some  action  of  theirs  fails  to 
manifest  “a  decent  respect  for  the  opinions 
of  mankind.”  We  shall  see  good  grounds 
for  this  solicitude  as  we  proceed  to  inquire 
into  the  causes  and  the  effects  of  high  or  low 
wages.  We  shall  see  that  the  causes  are 
very  deepseated,  originating  largely  outside 
the  narrow  field  in  which  bargaining  goes  on, 
and  that  their  effects  are  very  far  reaching, 
extending  far  beyond  the  immediate  parties 
to  the  labor  contract. 

Considerable  confusion  arises  from  the 
common  failure  to  recognize  that  different 
people  often  have  different  problems  in  mind 
when  they  take  part  in  wage  discussions. 
Some  think  only  of  money  wages,  others  only 
of  real  wages.  Some  have  wage  rates  pri¬ 
marily  in  mind,  such  as  $5  a  day  per  man, 
while  others  are  thinking  of  earnings — earn¬ 
ings  per  man,  earnings  per  family,  or  the 
earnings  of  all  wage-earners  taken  together. 
We  shall  try  to  avoid  confusion  from  this 
source  by  attempting  to  make  clear  as  we  go 
along  in  what  sense  for  the  time  being  we  are 
speaking  of  wages. 

We  shall  first  consider  money  wages,  with 
special  reference  to  wage  rates  and  the  more 
immediate  conditions  by  which  these  are 
determined.  This  discussion  will  deal  with 
what  is  often  called  the  market  rate  of  wages. 
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But  we  shall  see  that  the  market  rate  of 
wages  prevailing  at  any  given  time  is  it¬ 
self  the  outcome  of  persistent  forces  acting 
through  long  periods  of  time;  one  of  these, 
the  influence  of  costs  of  living  or  of  standards 
of  living,  we  shall  consider  at  some  length. 
Next,  we  shall  take  up  the  more  concrete 
question  of  what  the  trend  of  real  wages  has 
been,  and  what  the  outlook  is  for  wage-earn¬ 
ers,  both  in  respect  to  their  wages,  in  the 
narrower  sense,  and  in  respect  to  their  plane 
or  condition  of  living,  a  much  broader  and 
more  vital  matter. 


II 

Wage  Rates  and  the  Price  System 

Every  rate  of  wages,  such  as  $i  an  hour, 
is  essentially  a  price.  It  is  consequently 
determined  by  the  same  forces  and  according 
to  the  same  general  principles  as  any  other 
price.  This  means  that  the  labor  market, 
like  any  other  market,  is  always  seeking  to 
come  into  equilibrium,  with  a  market  price 
for  labor  that  will  “clear  the  market.”  Un¬ 
less  prevailing  wage  rates  properly  adjust 
the  supply  of  every  sort  of  labor  to  the  de¬ 
mand  for  it,  men  out  of  work  will  be  likely 
to  bid  the  rate  down  or  employers  in  need  of 
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men  will  be  likely  to  bid  the  rate  up.  In 
short,  wage  rates  tend  to  conform  to  the 
“law  of  supply  and  demand.” 

The  Law  of  Supply  and  Demand 

All  this  seems  so  obvious  that  we  might 
expect  everyone  to  take  it  for  granted,  and 
yet  we  are  often  told  that  the  law  of  supply 
and  demand  has  become  a  “back  number”  in 
the  labor  market.  Pronouncements  of  this 
kind  have  been  appearing  with  great  fre¬ 
quency  for  a  long  time,  but  it  has  always 
turned  out  that  the  law  was  working  where 
the  observers  were  not  looking  or  in  ways 
they  did  not  appreciate.  In  1921,  for  in¬ 
stance,  when  a  prominent  labor  leader  as¬ 
serted  that  “the  law  of  supply  and  demand 
has  long  since  ceased  to  function  in  wage 
fixing,”  a  clear  and  obvious  demonstration 
of  the  impossibility  of  defeating  that  law  was 
going  on  right  at  the  time.  Wage  rates  were 
still  high,  as  they  had  been  in  1920,  and  it 
might  appear  that  workmen  were  defeating 
the  law  of  supply  and  demand  by  maintaining 
wage  rates — but  the  law  was  having  its  way 
in  the  actual  volume  of  wage  payments. 
Wage  payments  were  far  from  being  main¬ 
tained  for  the  wage-earning  population  as  a 
whole,  and  there  was  widespread  unemploy¬ 
ment.  Wage-earners  as  a  whole  would  have 
been,  better  off  with  lower  wage  rates  and 
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more  employment,  a  condition  which  later 
came  about. 

The  law  of  supply  and  demand,  under 
competitive  conditions,  is  not  only  irresistible 
in  its  operations  but  also  impartial  in  its  rul¬ 
ings.  If  it  helped  to  bring  wage  rates  down 
in  1921,  it  also  helped  to  bring  them  up  in 
1922,  when  a  shortage  of  labor  began  to 
develop  and  one  industry  after  another  be¬ 
gan  to  put  wage  increases  into  effect.  This 
impartiality  is,  of  course,  impaired  to  the 
extent  that  workmen  in  any  line  combine  to 
restrict  the  supply  of  labor  in  that  line,  or 
to  the  extent  that  employers  combine  to  re¬ 
strict  the  demand  for  it. 

“Blind  Forces” 

Workers  have  often  denied  that  there  is 
any  justice  in  the  arrangement  which  permits 
wage  rates  to  be  determined  by  “the  blind 
forces  of  supply  and  demand.”  Thus  the 
claim  is  advanced  that  this  amounts  to  treat¬ 
ing  labor  like  a  “commodity,”  coupled  with 
the  statement  that  labor  is  not  to  be  con¬ 
sidered  a  commodity  because  it  cannot  be 
separated  from  the  laborer,  a  human  being 
with  human  rights  and  feelings.  The  sig¬ 
nificance  of  this  claim  is  rather  psychologi¬ 
cal  than  economic,  amounting  to  a  charge 
of  heartlessness  against  those  persons  who 
dismiss  the  workers’  aspirations  for  better 
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wages  by  mere  reference  to  “the  law  of  sup¬ 
ply  and  demand,”  and  seem  disposed  to  think 
that  this  settles  the  matter.  Workers  feel 
strongly  on  this  point.  They  insist  that  the 
conditions  under  which  this  law  operates 
need  constructive  consideration  and  even  af¬ 
firm  that  such  consideration  might  lead  to 
changes  in  conditions  which  would  enable 
wages  to  be  higher  without  conflicting  with 
any  reasonable  interpretation  of  the  law  of 
supply  and  demand.  Evidently  these  condi¬ 
tions  need  to  be  analysed  and  understood. 
The  circumstances  which  determine  the  de¬ 
mand  for  labor,  both  in  the  short  run  and  in 
the  long  run,  need  to  be  observed;  also  the 
forces  which  determine  the  supply  of  labor. 

Factors  Determining  Demand  for  Labor 

What  factors,  then,  determine  the  demand 
for  labor?  In  attempting  to  answer  this 
question,  many  people  fall  into  confusion 
from  failing  to  observe  the  practical  con¬ 
sideration  that  demand  for  “labor  in  gen¬ 
eral”  is  not  the  thing  that  is  to  be  explained 
or  determined.  The  truth,  of  course,  is  that 
there  are  a  great  many  different  kinds  of 
labor,  such  as  that  of  carpenters,  type-setters, 
farm  hands,  and  the  like,  and  that  every  par¬ 
ticular  kind  is  in  demand  to  a  certain  extent. 
The  problem  then  is  not  that  of  determining 
why  the  services  of  laborers  happen  to  be 
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wanted  at  all,  but  rather  the  problem  of 
determining  why  the  services  of  so  many 
carpenters,  so  many  type-setters,  etc.,  happen 
to  be  wanted  at  any  given  time  and  at  any 
given  rate  of  pay. 

The  answer  to  this  problem  is  that  a  cer¬ 
tain  number  of  carpenters,  for  instance,  (at 
a  certain  rate  of  pay)  will  be  wanted  when 
there  happens  to  be  a  demand  for  a  certain 
number  of  houses  (at  a  certain  price)  ;  that 
a  certain  number  of  type-setters  will  be 
wanted  (at  a  certain  rate  of  pay)  when  a 
certain  quantity  of  printing  (at  certain  rates) 
happens  to  be  in  demand,  and  so  on  for  every 
other  sort  of  labor. 

A  Combination  of  Influences 

The  amount  of  any  kind  of  labor,  there¬ 
fore,  that  happens  to  be  in  demand  depends 
partly  upon  the  ruling  rate  of  wages  for  that 
kind  of  labor,  partly  upon  the  prevailing 
price  for  the  product  upon  which  that  labor 
is  to  be  employed,  and  partly  upon  the  quan¬ 
tity  of  product  that  the  public  stands  ready 
to  take  at  that  price. 

An  important  factor  in  this  analysis  is 
evidently  the  price  of  the  product,  because  we 
know  that  the  public  will  usually  buy  more 
at  a  low  price  than  it  will  at  a  high  price. 
The  price  of  the  product  in  turn,  as  we  have 
already  seen  in  preceding  studies,  tends  to 
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approximate  its  cost  of  production — compris¬ 
ing  a  great  variety  of  expenses,  among  which 
the  outlay  for  wages  of  labor  is  included 
along  with  a  number  of  other  items,  such  as 
outlays  for  materials,  for  taxes,  for  interest, 
and  the  like.  To  this  interdependence  of 
costs,  including  labor  costs,  and  commodity 
prices,  we  shall  have  to  recur  again  and  again 
in  later  portions  of  this  study. 

Demand  for  Products  Affects  Wages 

Thus  it  becomes  apparent  that  any  influ¬ 
ence  which  increases  the  demand  for  a  given 
product  tends  to  increase  the  demand  for  all 
sorts  of  labor  entering  into  that  product,  and 
consequently  to  raise  the  rates  of  wages  paid 
for  these  kinds  of  labor.  So  a  building  boom 
tends  to  raise  wages  in  the  building  trades,  a 
war  tends  to  raise  wages  in  munition  fac¬ 
tories,  and  the  growth  of  demand  for  popular 
magazines  tends  to  raise  the  wages  of  print¬ 
ers  and  compositors.  On  the  other  hand, 
anything  which  causes  the  demand  for  any 
product  to  fall  off  also  tends  to  cause  the 
demand  for  labor  employed  in  making  that 
product  to  fall  off. 

Yet  this  is  far  from  being  the  whole  story, 
because  an  increase  in  the  demand  for  any 
product  merely  opens  opportunities  for  enter¬ 
prisers  to  supply  that  demand,  leaving  them 
free  to  choose  what  methods  they  will  em- 
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ploy  In  creating  the  necessary  product.  They 
will  need  some  land,  such  as  the  site  for  a 
factory,  some  capital,  such  as  may  be  em¬ 
bodied  in  the  factory  itself,  and  some  labor, 
but  how  much  labor?  That  will  depend 
upon  circumstances,  and  especially  upon  the 
availability  of  other  factors  of  production. 
Where  both  land  and  capital  happen  to  be 
abundant  and  cheap,  while  labor  happens  to 
be  scarce  and  dear,  enterprisers  will  use  rela¬ 
tively  more  land  and  capital  and  relatively 
less  labor  than  where  labor  happens  to  be 
cheap  while  land  and  capital  happen  to  be 
dear.  Thus  it  comes  about  that  a  given  in¬ 
crease  in  the  demand  for  any  product,  such 
as  a  20  per  cent  increase,  need  not  result  in 
a  proportionate  increase  in  the  demand  for 
labor;  the  demand  for  labor  may  increase  by 
more  than  20  per  cent  or  by  less  than  20 
per  cent,  depending  upon  whether  labor  is  or 
is  not  comparatively  cheap  in  relation  to  the 
other  necessary  factors  of  production. 

Illustrations  of  Principles 

Attention  may  now  be  called  to  a  few  prac¬ 
tical  illustrations  of  the  principles  which  have 
just  been  developed. 

In  the  first  place,  these  principles  help  to 
explain  why  higher  rates  of  pay  prevail  in 
new  countries  like  America  and  Australia 
than  in  old  countries  like  Austria  and  India. 
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In  new  countries  all  kinds  of  labor  are  rela¬ 
tively  scarce,  and  land  is  relatively  abundant, 
while  in  old  countries  the  exact  contrary  is 
the  case.  We  should  observe,  however,  that 
except  for  the  reluctance  of  workers  to  move 
from  one  country  to  another,  and  the  ob¬ 
stacles  which  stand  in  the  way  of  such  a 
movement,  these  differences  in  wages  would 
tend  to  disappear  because  the  difference  in 
fundamental  conditions  upon  which  they  rest 
would  itself  tend  to  disappear.  The  migra¬ 
tion  of  peoples  from  country  to  country 
would  go  on  until  the  proportion  between 
land  and  labor,  the  quality  of  both  con¬ 
sidered,  came  to  be  about  the  same  every¬ 
where. 

In  the  second  place,  any  factor  which  in-, 
creases  the  cost  of  production  of  a  commod¬ 
ity, — the  “marginal”  or  decisive  cost — and 
consequently  to  increase  its  market  price, 
tends  to  reduce  the  demand  for  such  labor  as 
is  employed  in  making  that  commodity. 
Thus  a  rise  in  the  price  of  some  essential  raw 
material,  such  as  coal,  by  increasing  the  cost 
of  manufacturing  automobiles,  for  instance, 
tends  to  raise  the  price  of  the  latter  and  to 
cut  down  the  demand  for  it,  with  a  conse¬ 
quent  curtailment  of  the  demand  for  machin¬ 
ists  and  others  employed  in  making  automo¬ 
biles.  It  makes  no  difference  in  such  cases 
whether  the  increased  cost  of  coal  is  trace- 
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able  to  exhaustion  of  the  coal  supply,  to  in¬ 
efficiency  of  mine  management,  or  to  an  in¬ 
crease  in  the  labor  cost  of  coal  mining.  So 
far  as  the  results  are  concerned,  the  unfavor¬ 
able  effect  on  the  demand  for  labor  in  the 
automobile  centers  is  the  same. 

Number  and  Efficiency  of  Enterprisers 

In  the  third  place,  an  increase  in  the  num¬ 
ber  and  efficiency  of  enterprisers  exerts  a 
favorable  influence  on  the  demand  for  labor 
and  tends  to  sustain  wage  rates.  This  is  be¬ 
cause  the  enterpriser  is  an  indispensable  link 
in  the  chain  of  processes  which  bind  together 
the  demand  for  products  and  the  demand  for 
labor.  A  country  filled  with  the  spirit  of 
enterprise  and  possessed  of  business  men 
who  are  quick  to  take  steps  for  supplying 
new  demands  is  a  country  in  which  wage- 
earners  are  likely  to  be  much  better  off  than 
one  which  is  lacking  in  business  leadership. 
We  noted  this  point  in  our  earlier  study  of 
enterprise  as  a  factor  in  production,  observ¬ 
ing  that  an  increase  in  its  quantity  or  an  im¬ 
provement  in  its  quality  is  a  good  thing  for 
everybody. 

The  Supply  of  Labor 

Having  given  some  consideration  to  cir¬ 
cumstances  which  influence  the  demand  for 
labor,  we  may  now  take  up  the  question  of 
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supply.  Deferring  to  a  later  point  In  our  dis¬ 
cussion  such  Influences  as  those  which  affect 
the  growth  of  population,  we  shall  here  de¬ 
vote  special  attention  to  the  effect  on  the 
supply  of  labor  of  the  rate  of  wages  itself. 

It  is  not  true  to  assume,  as  is  sometimes 
done,  that  the  effective  supply  of  labor  of 
any  particular  kind  is  fixed  once  and  for  all 
by  the  number  of  people  fitted  to  do  a  given 
kind  of  work,  irrespective  of  the  rate  of 
wages.  More  of  the  available  men  will  actu¬ 
ally  take  employment  at  rates  of  pay  which 
they  find  acceptable  than  at  lower  rates,  or 
they  will  work  harder,  or  work  longer  hours. 
Individual  workmen,  and  even  groups  of 
workmen,  frequently  decline  jobs  for  which 
they  think  the  pay  too  small,  even  though 
they  are,  in  consequence,  obliged  to  remain 
unemployed  for  some  period  of  time.  When 
they  hold  out  stubbornly,  they  frequently  suc¬ 
ceed  in  obtaining  higher  rates  of  pay,  al¬ 
though  it  sometimes  seems  to  the  onlooker 
that  they  have  not  benefitted  by  the  opera¬ 
tion.  Their  ability  to  hold  out  is  conceded 
to  depend  partly  upon  the  savings  which  they 
have  made,  or  which  others  place  at  their  dis¬ 
posal,  but  the  extent  to  which  some  groups 
of  workers  have  voluntarily  remained  “on 
strike”  for  weeks,  and  even  for  months,  with 
scarcely  any  visible  means  of  support,  has 
sometimes  been  remarkable. 
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The  old  idea  that  strength  and  skill  in 
bargaining  is  not  capable  of  helping  work¬ 
men  to  improve  their  rates  of  pay  has  had 
to  be  given  up  by  reason  of  convincing 
demonstrations  to  the  contrary.  It  should 
be  observed,  however,  that  this  statement 
applies  not  to  all  wage-earners  taken  to¬ 
gether,  but  merely  to  given  groups;  about 
these  we  shall  have  something  to  say  at  a 
later  point  in  this  study,  and  something  more 
to  say  in  the  succeeding  study-unit,  in  which 
the  so-called  labor  movement  will  be  dis¬ 
cussed. 

Competition  for  Labor 

The  foregoing  analysis  has  proceeded 
mainly  on  the  assumption  that  the  demand 
for  every  single  sort  of  goods  and  the  de¬ 
mand  for  the  corresponding  sort  of  labor  can 
be  considered  all  by  itself.  This  assumption, 
of  course,  is  invalid.  The  competition  for 
labor  is  not  confined  to  employers  operating 
within  the  single  industry.  Every  branch  of 
industry  is  making  an  independent  appeal  to 
the  public,  and  endeavoring  to  attract  an  in¬ 
creasing  share  of  its  patronage.  Industry  is 
constantly  undergoing  change;  new  methods 
are  being  adopted,  new  goods  offered,  new 
industries  created;  new  and  energetic  pro¬ 
prietors  are  always  entering  the  field,  while 
old  industries  are  losing  ground  and  old 
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houses  are  passing.  These  changes  signify 
a  shifting  of  expenditures  by  the  public  and 
a  shifting  of  employment,  as  described  in  the 
studies  upon  prices.  The  most  effective 
means  of  accomplishing  the  transfer  of  work¬ 
ers  to  new  employments  and  new  employers 
is  better  wages.  A  proprietor  with  a  grow¬ 
ing  business  will  pay  wages  sufficient  to  at¬ 
tract  the  labor  he  needs  for  its  expansion, 
and  less  profitable  industries  or  less  enter¬ 
prising  employers  will  be  compelled  to  relin¬ 
quish  such  labor. 

A  most  striking  example  of  the  attraction 
of  labor  to  a  rapidly  developing  industry  has 
been  afforded  in  the  manufacture  of  auto¬ 
mobiles.  The  industry  was  a  new  one,  and 
obliged  to  recruit  its  labor  supply  from  the 
going  industries.  Moreover,  its  develop¬ 
ment  was  unprecedented,  the  industry  rising 
speedily  to  be  among  the  most  important  in 
the  country  in  number  of  employees,  and  this 
shift  of  labor  was  accomplished  by  raising 
wages  without  consideration  for  what  em¬ 
ployers  in  other  industries  were  able  to  pay. 

The  result  of  this  competition  among  em¬ 
ployers  in  different  industries  is  that  the 
market  for  every  kind  of  labor  is  dependent 
upon  the  market  for  every  other  kind,  and  so 
the  market  rate  of  wages  in  every  occupation 
is  dependent  on  the  market  rate  in  other 
occupations. 
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The  freedom  which  men  have  to  move 
from  job  to  job  is  another  factor  which  ties 
different  labor  markets  together.  Not  every 
man,  of  course,  can  easily  change  his  line  of 
work  when  he  finds  that  men  in  other  lines 
get  higher  pay,  but  the  fact  that  some  men 
in  his  own  occupation  can  change  over,  thus 
reducing  the  number  of  his  own  competitors, 
tends  to  keep  his  own  rate  of  pay  in  line  with 
that  in  other  occupations.  Still  more  im¬ 
portant  is  the  fact  that  great  numbers  of 
young  persons  are  constantly  entering  the  in¬ 
dustrial  ranks  and  making  their  first  choice 
of  an  occupation.  Wages  which  are  unduly 
low  in  any  occupation  tend  to  deter  recruits, 
while  wages  in  better  paid  occupations  at¬ 
tract  recruits.  In  this  way  the  whole  scheme 
of  wage  rates  is  roughly  tied  together,  illus¬ 
trating  again  the  tendency  of  a  society  like 
our  own  to  achieve  a  balanced  organization, 
with  such  distribution  of  workers  as  is  re¬ 
quired  by  the  equilibrium  of  industry. 

Factors  Summarized 

Our  discussion  up  to  this  point  has  dealt 
primarily  with  the  question  of  wage  rates. 
It  has  pointed  out  that  the  market  rate  of 
wages  for  every  kind  of  labor  is  determined 
according  to  the  law  of  demand  and  supply; 
that  the  demand  for  every  kind  of  labor  is 
a  result  of  many  complex  factors,  among 
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which  are  to  be  reckoned  the  demand  for  the 
products  into  which  that  labor  enters,  the 
cost  and  price  of  these  products,  the  costs  of 
other  factors  of  production,  and  the  rate  of 
wages  itself;  that  the  supply  of  every  kind 
of  labor  is  also  determined  by  the  action  of 
numerous  factors,  among  which  the  rate  of 
wages  itself  is  not  to  be  left  out  of  account. 

Part  Played  by  Oncoming  Generation 

Emphasis  has  been  laid  upon  the  central 
role  in  wage  determination  that  is  played  by 
the  on-coming  generation,  both  on  the  side 
of  the  employers,  who  compete  for  labor, 
and  on  the  side  of  workmen,  who  compete 
for  jobs.  The  tendency  of  the  economic 
forces  to  achieve  a  certain  equilibrium,  in 
which  wage  rates  have  their  essential  place, 
has  been  noted  as  perhaps  the  chief  char¬ 
acteristic  of  the  whole  situation. 

Whoever  would  have  a  full  understanding 
of  wages  should  follow  these  considerations 
much  farther  than  this,  because  all  of  them 
are  themselves  influenced  by  more  remote 
factors  and  circumstances,  such  as  the  avail¬ 
able  stock  of  natural  resources,  the  spirit  of 
enterprise  that  happens  to  prevail  in  a  coun¬ 
try,  and  the  disposition  of  its  people  to  ac¬ 
cumulate  capital. 

Some  of  these  more  remote  considera¬ 
tions  act  upon  wage  rates  only  very  slowly. 
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Among  these  are  the  so-called  cost-of-living 
of  wage-earners,  as  measured  in  money,  or 
their  standard  of  living,  as  represented  by 
the  quantities  and  qualities  of  goods  which 
they  consider  necessary  to  their  well  being. 
This  topic  is  of  such  immediate  and  current 
interest  as  to  deserve  special  attention  in  this 
study. 


in 

Wages  and  the  Cost  of  Living 

A  great  deal  has  been  said  in  recent  years 
about  the  policy  of  basing  wage  rates  on  the 
“cost  of  living.”  Arguments  both  for  and 
against  this  policy  figure  in  almost  every 
trade  dispute,  both  in  this  country  and 
abroad,  and  in  much  of  the  controversy  con- 
cering  labor  legislation.  And  yet  the  eco¬ 
nomic  principles  involved  in  this  policy  are 
very  vaguely  grasped  by  many  who  attack  or 
defend  it,  a  condition  which  leads  to  consid¬ 
erable  argument  at  cross  purposes  and  some¬ 
times  to  much  more  serious  results. 

Money  Wages  and  Real  Wages 

We  propose  to  consider  what  is  really 
meant  by  the  “cost  of  living,”  and  what  bear¬ 
ing  it  has  (or  should  have)  on  the  determin¬ 
ation  of  wage  rates.  This  will  require  a 
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preliminary  discussion  of  the  difference  be¬ 
tween  money  wages  and  real  wages. 

A  workman’s  real  wages  consist  of  the 
goods  and  services  for  which  his  money 
wages  are  expended.  Consequently  changes 
in  the  prices  of  the  things  he  buys  exercise  an 
important  effect  on  his  real  wages.  Real 
wages  rise  only  if  money  wages  rise  more 
rapidly  than  prices,  or  if  they  fall  less  rapid¬ 
ly.  Real  wages  fall  only  if  money  wages  in¬ 
crease  less  rapidly  or  fall  more  rapidly  than 
prices. 

Most  people  seem  inclined  to  place  undue 
emphasis  on  mere  changes  in  money  wages. 
When  a  workman’s  money  wages  are  in¬ 
creased,  he  is  disposed  to  think  that  he  is 
better  off  than  before.  He  may  begin  im¬ 
mediately  to  buy  better  clothing  and  food, 
but  find  eventually  that  in  consequence  of 
higher  prices  he  will  have  to  content  himself 
with  a  small  quantity  or  poorer  quality  of 
other  things.  Men  are  so  used  to  thinking 
in  terms  of  dollars  and  cents  that  they  learn 
but  slowly  to  take  account  of  changes  in  the 
purchasing  power  of  these  money  units. 

Wages  Lag  Behind  Prices 

On  the  other  hand,  it  is  too  often  care¬ 
lessly  assumed  that  changes  in  prices — i.e., 
in  retail  prices,  which  are  of  primary  interest 
to  wage  earners — closely  parallel  changes  in 
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money  wages,  so  that  during  periods  when 
both  are  changing,  the  real  wages  of  the 
worker  remain  virtually  constant.  This  is 
rarely  true;  for  wages  tend  as  a  rule  to  lag 
behind  prices  and  living  costs,  both  on  the 
upward  and  downward  swings  of  the  general 
price  level.  Because  of  this  lag  the  employer 
commonly  stands  to  gain  and  the  worker  to 
lose  on  the  upward  swing,  the  employer  to 
lose  and  the  worker  to  gain  on  the  downward 
swing.  This  fact  helps  to  explain  why  there 
are  always  special  efforts  on  the  part  of  or¬ 
ganizations  of  wage-earners  to  raise  their 
wages  during  periods  of  rising  prices  and 
special  efforts  on  the  part  of  the  employers 
to  hasten  wage  reductions  during  periods  of 
falling  prices. 

These  efforts  often  help  to  bring  about  a 
more  rapid  adjustment  of  the  different  parts 
of  the  price  system  to  each  other  than  would 
otherwise  take  place.  In  so  far  as  they  do 
this,  they  are  quite  in  accord  with  the  eco¬ 
nomic  principles  set  forth  in  this  course  of 
study.  The  prevailing  order  of  society  re¬ 
quires  a  certain  balance  or  equilibrium  among 
all  parts  of  the  price  system  in  order  that  the 
various  occupations  and  industries  may  work 
effectively  together.  When  this  balance  is 
temporarily  thrown  out  of  adjustment,  pro¬ 
duction  is  interfered  with  and  the  welfare  of 
society  is  injured.  Any  measures  which  will 
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hasten  the  process  of  readjustment  are  ac¬ 
cordingly  to  the  evident  advantage  of  the 
whole  community. 

Adjusting  Wages  to  Living  Costs 

Regardless  of  this  need  for  economic  and 
industrial  balance,  however,  the  proposition 
is  often  advanced  that  wages  should  be  regu¬ 
larly  and  constantly  adjusted  to  changes  in 
the  “cost  of  living,”  as  a  matter  of  right  or 
justice,  or  perhaps  as  anticipating  a  result 
which  economic  forces  are  bound  to  bring 
about  eventually.  When  prices  were  rising, 
workers  appealed  to  this  principle  in  their 
efforts  to  get  wage  rates  increased;  when 
prices  were  falling,  employers  were  equally 
insistent  in  appealing  to  the  same  principle 
to  justify  reductions  in  wages.  It  seems 
fairly  simple  and  concrete  on  its  face,  sug¬ 
gesting  a  plausible  rule  for  the  determination 
of  wage  rates,  but  the  more  closely  it  is  con¬ 
sidered,  the  more  difficult  and  even  unjustifi¬ 
able  its  practical  application  appears  to  be. 

What  is  “The  Cost  of  Living^  f 

What,  to  begin  with,  is  meant  by  “cost  of 
living”?  Most  people  mean  by  this  expres¬ 
sion  the  cost  of  the  goods  and  services  which 
they  are  themselves  in  the  habit  of  consum¬ 
ing,  which  they  often  call  their  “standard  of 
living.”  By  their  cost  of  living,  then,  they 

2  6 


WAGES 


really  mean  the  cost  of  maintaining  their  own 
standard  of  living. 

But  standards  of  living,  in  this  sense  of  the 
types  and  amounts  of  goods  and  services  to 
which  consumers  have  grown  accustomed, 
vary  from  group  to  group,  from  individual 
to  individual,  and  from  time  to  time  for  the 
same  individual.  They  change  even  with  a 
change  in  residence,  with  the  making  of  new 
friends;  they  are  affected  by  education  and 
by  advertisements.  Luxuries  easily  become 
necessities  and  necessities  sometimes  turn  in¬ 
to  luxuries.  The  war  furnished  many  good 
examples  of  the  flexibility  of  customary 
standards  of  consumption  throughout  a 
whole  population.  There  is  nothing  fixed 
about  them,  and  in  a  free  society  there  can¬ 
not  be  anything  fixed  about  them. 

It  becomes  evident  from  these  considera¬ 
tions  that  what  at  first  sight  seems  a  simple 
and  fair  method  of  adjusting  money  wages 
to  changing  conditions  is  in  reality  an  ex¬ 
tremely  complex,  difficult,  and  unsatisfactory 
one.  The  usual  method  of  determining  cost 
°/  living  is  to  construct  a  family  budget  con¬ 
sisting  of  a  list  of  definite  quantities  of  the 
kinds  of  goods  and  services  for  which,  on  the 
average,  workmen  of  some  given  group  actu¬ 
ally  expend  their  wages.  Sometimes,  how¬ 
ever,  modifications  are  made  to. conform  to 
what  experts  (such  as  those  on  nutrition) 
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think  necessary  to  insure  a  minimum  of 
health  and  decency. 

But  when  the  cost  of  this  list  comes* to  be 
set  up  as  a  standard  to  which  wages  should 
be  made  to  conform,  disagreements  both  of 
fact  and  of  principle  arise. 

Lack  of  Agreement  as  to  Standards 

Employers  and  workers  will  ordinarily 
not  agree,  for  instance,  on  the  items  to  be 
included  in  the  budget.  Representing  a  kind 
of  average,  furthermore,  the  budget  is  neces¬ 
sarily  a  rather  arbitrary  thing — a  standard 
to  which  probably  the  expenditures  of  no 
single  family  correspond.  In  short,  the  mere 
task  of  constructing  a  family  budget  that 
will  be  of  service  in  helping  to  determine 
wage  disputes  is  a  highly  technical  and  com¬ 
plicated  one. 

The  greatest  difficulties  in  applying  the 
budget  method,  however,  arise  less  from  dif¬ 
ferences  of  opinion  concerning  matters  of 
fact  than  they  do  from  differences  of  opinion 
concerning  matters  of  principle.  In  other 
words,  some  standard  of  living  arrived  at  by 
this  method  might  be  agreed  upon  as  one 
which  has  actually  prevailed,  or  as  one  which 
might  be  considered  desirable,  without  prov¬ 
ing  that  current  wage  rates  should  be  either 
raised  or  lowered;  possibly  the  situation  calls 
for  some  change  in  the  so-called  standard 

28 


WAGES 


rather  than  some  change  in  wages.  Such 
difficulties  can  be  solved  only  on  the  basis  of 
correct  reasoning  with  regard  to  the  relation 
between  wages  and  the  standard  of  living. 

Making  the  Adjustment 

Do  we  find,  as  a  matter  of  fact,  that  the 
free  play  of  economic  forces  results  in  the 
adjustment  of  one’s  income  to  his  standard 
of  living,  or,  on  the  other  hand,  the  adjust¬ 
ment  of  his  standard  of  living  to  his  income? 
Experience  leaves  little  doubt  on  this  point. 
If  a  man’s  income  rises,  without  a  corre¬ 
sponding  increase  in  the  prices  of  goods  he 
buys,  he  will  live  better;  if  it  falls,  he  will 
not  live  so  well.  Wages  can  hardly  be  held 
to  be  an  exception  to  other  forms  of  income 
so  far  as  such  adjustment  is  concerned.  If 
we  are  to  mean  by  the  standard  of  living 
nothing  more  than  the  scale  of  comfort  to 
which  a  worker  happens  to  be  accustomed, 
there  is  little  “natural”  tendency  for  his 
wages  to  be  adjusted  to  any  such  standard. 
The  effective  tendency  is  the  other  way 
round.  No  man  can  long  maintain  a  stand¬ 
ard  of  living  that  is  beyond  his  earning 
capacity. 

The  actual  scale  of  living  for  all  the  people 
taken  together  must  likewise  be  adjusted  to 
the  total  supply  of  consumable  goods.  This 
means  that  the  people  cannot  consume  more 
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than  there  is  to  consume  and  that  no  method 
of  adjusting  the  pay  of  all  the  various  people 
who  have  produced  the  goods  can  change 
this  situation.  It  is  especially  impracticable, 
therefore,  for  society  to  set  up  for  immediate 
adoption,  and  for  general  application  to  the 
settlement  of  wage  disputes,  a  standard  of 
consumption  that  is  above  the  productive 
capacity  of  the  industries,  as  some  well-mean¬ 
ing  but  impractical  people  have  sometimes 
done.  Attempts  to  apply  such  standards  to 
the  immediate  determination  of  wage  dis¬ 
putes  are  calculated  to  defeat  themselves. 

This  is  because  the  prices  of  consumable 
goods  are  themselves  determined  by  their 
costs  of  production,  into  which  enter  the 
rates  of  compensation  of  all  the  various 
people  who  have  produced  the  goods.  Any 
general  change  of  compensation  rates,  there¬ 
fore,  whether  these  be  rates  of  wages  or 
rates  of  interest,  tends  to  affect  the  prices  of 
commodities  and  consequently  to  be  reflected 
in  the  living  costs  of  everybody.  Outlays  for 
wages  are,  of  course,  a  large  item  in  these 
costs  and  so  the  general  level  of  wages  goes 
far  to  determine  the  general  cost  of  living. 
For  this  reason  no  general  advance  of  the 
standard  of  living,  for  all  classes  of  wage- 
earners,  can  be  achieved  by  the  mere  process 
of  increasing  money  wages  for  all  of  these 
classes.  Cases  which  may  seem  at  first  sight 

30 


WAGES 


to  be  exceptions  to  this  rule,  will  not  stand 
close  examination. 

Cases  of  Particular  Groups 

Wage-earners  naturally  attempt  to  better 
their  condition  by  increasing  their  money 
wages.  The  workmen  seem  to  have  more 
influence  over  this  item  than  over  the  cost 
of  living.  There  are  frequent  examples  of 
groups  having  success  in  bettering  their  own 
condition  by  obtaining  wage  advances.  These 
groups  have  sometimes  comprised  the  work¬ 
ers  in  whole  industries.  They  have  been 
successful,  however,  only  because  other 
groups  have  not  done  the  same  thing,  and  so 
the  general  level  of  industrial  costs  is  not 
affected  in  corresponding  degree.  Conse¬ 
quently  the  wages  of  these  groups  have  in¬ 
creased  more  than  their  own  cost  of  living. 
Their  gains,  in  such  cases,  in  so  far  as  they 
increase  the  price  of  the  commodities  they 
produce,  are  at  the  expense  of  the  consumers 
of  these  commodities,  i.e.,  the  rest  of  the 
community,  including  other  wage-earners.  If 
the  pay  of  all  workers  in  the  industrial  circle 
was  increased  at  once  and  proportionately, 
without  corresponding  improvements  in  the 
efficiency  of  labor,  management,  or  industrial 
methods,  the  relation  between  income  and 

outgo  would  be  for  each  just  what  it  was 
before. 
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If  any  group  is  receiving  less  than  fair  pay 
in  comparison  with  other  groups  it  has  a 
good  claim  for  a  readjustment  of  the  rela¬ 
tions,  and  if  the  claim  lies  against  an  in¬ 
dividual  employer,  or  affects  only  a  portion 
of  an  industry,  there  may  be  an  increase 
which  does  not  affect  prices,  or  injure  other 
wage-earners.  The  same  may  be  true  of 
wages  increased  at  the  expense  of  monop¬ 
olies.  It  is  unsound,  therefore,  to  contend 
that  every  wage  advance  gained  by  any  group 
of  wage-earners  is  at  the  expense  of  the  gen¬ 
eral  public;  it  may  be  at  the  expense  only  of 
the  particular  employer  or  employers  af¬ 
fected.  But  in  the  competitive  field  every 
advance  of  wages  that  affects  an  industry 
throughout  may  be  expected  to  increase  pro¬ 
duction  costs,  prices,  and  hence  living  costs. 
This  is  true  because  such  an  advance  in¬ 
creases  those  “marginal  costs”  which  were 
said  to  be  so  decisive  in  the  study-unit  en¬ 
titled  “The  Determination  of  Prices.” 

At  every  stage  of  this  exposition,  further¬ 
more,  the  qualification  must  be  made  that 
changes  in  the  methods  of  industry,  or  of  any 
branch  of  the  business  organization,  which 
increase  the  efficiency  of  labor  or  manage¬ 
ment  and  lower  the  unit-costs  of  production, 
will  alter  the  above  conclusions.  Such 
changes  not  only  permit  money  wages  to  be 
increased  without  resulting  increases  in  the 
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cost  of  living,  but  in  the  long  run  make  an 
increase  of  real  wages  inevitable. 

Wages  Depend  upon  Production 

Real  wages,  like  the  real  incomes  of  prop¬ 
erty  owners,  are  finally  dependent  upon  pro¬ 
duction.  It  is  apparent  that,  taken  together, 
they  cannot  exceed  the  total  product,  but  it 
is  not  quite  so  evident  that  they  are  bound 
to  increase  as  total  production  increases. 
The  latter  statement,  however,  is  proved 
both  by  conclusive  testimony  and  by  general 
economic  reasoning. 

Thus  it  is  the  common  observation  of  em¬ 
ployers  and  investigators  in  all  parts  of  the 
world  that  where  the  rate  of  production  per 
capita  is  low,  real  wages  are  low,  and  that 
where  the  rate  of  production  per  capita  is 
high,  real  wages  are  high.  The  low  real  costs 
of  production,  as  measured  per  unit  of  prod¬ 
uct,  are  reflected  in  low  money  costs  per  unit, 
and  consequently  in  low  prices  for  consum¬ 
able  goods.  These  are  frequently  found 
where  daily  or  weekly  wages,  as  expressed 
in  money,  are  highest.  Where  the  lowest 
wages  prevail,  on  the  other  hand,  as  in  Asia, 
where  the  population  is  dense  and  the  capital 
equipment  for  labor  is  small,  the  productive 
capacity  of  industry  and  consequently  the  real 
wages  of  labor  are  also  small.  High  pro¬ 
ductivity  and  high  real  wages  go  together. 
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Wherever  production  costs  are  reduced  by 
the  introduction  of  machinery  or  improved 
methods  of  any  kind,  various  influences 
promptly  make  themselves  felt  to  accomplish 
either  an  increase  of  wages  to  the  workers 
within  the  industry  or  a  reduction  of  prices 
to  all  consumers,  and  the  tendency  is  for  the 
gains  to  be  divided.  A  proprietor  having  a 
profitable  business  is  prompted  to  enlarge  it, 
particularly  if  he  can  take  advantage  of  the 
law  of  increasing  returns.  In  order  to  en¬ 
large  it  he  must  increase  sales  and  enlarge 
his  operating  force,  which  policies  are  most 
readily  put  into  effect  by  lowering  prices  and 
raising  wages.  If  the  improvement  in  indus¬ 
trial  methods  is  one  that  can  be  generally 
adopted  throughout  an  established  industry, 
competition  probably  will  be  more  effective 
upon  prices  than  upon  wages,  because  pro¬ 
duction  will  be  rapidly  increased,  but  if  the 
industry  is  a  new  one,  to  which  labor  must 
be  attracted  from  other  employments,  wages 
will  be  raised  for  that  purpose. 

How  Benefits  Are  Distributed 

The  benefits  of  industrial  progress,  when¬ 
ever  competition  prevails,  are  thus  distrib¬ 
uted  in  two  ways,  to-wit :  by  lower  prices  for 
consumption  goods,  resulting  in  a  higher 
standard  of  living  for  all  consumers;  and  by 
higher  wages  with  similar  results  to  the  re- 
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cipients.  In  the  former  case,  the  results  are 
more  widely  diffused  outside  of  the  indus¬ 
tries  in  which  the  improvements  are  made, 
as  illustrated  by  the  influence  of  modern  agri¬ 
cultural  machinery,  which  has  been  of  more 
benefit  to  the  consumers  of  farm  products 
than  to  farmers. 

A  Minimum  Living  Wage 

Even  when  economic  progress  is  going  on, 
however,  there  is  no  guarantee  that  every¬ 
body  will  make  a  “living  wage.”  Wages  for 
certain  classes  of  workers  may  fall  and  in 
fact  have  been  known  to  fall  below  the 
amount  necessary  to  maintain  the  physical 
efficiency  or  even  the  life  of  the  laborer. 
The  laborers  in  such  instances  usually  are  of 
low  initiative  and  efficiency,  with  little  ability 
to  shift  their  efforts  or  bargain  for  them¬ 
selves,  but  society  is  interested  in  their  pro¬ 
tection  and  in  effecting  improvement  of  their 
conditions. 

There  is  a  sound  basis,  therefore,  from  the 
social  point  of  view,  for  inquiry  into  the 
worker’s  ability  to  earn  and  the  employer’s 
ability  to  pay  a  minimum  living  wage.  Such 
a  minimum  has  been  set  up  by  legislation  in 
Australia,  New  Zealand,  Great  Britain,  and 
a  few  states  of  the  United  States.  Such 
legislation  properly  relates,  however,  only  to 
the  lowest  paid  groups  of  laborers,  and  its 
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purpose  is  to  prevent  inefficient  employers 
from  maintaining  themselves  at  the  expense 
of  a  progressive  deterioration  of  the  health 
and  ability  of  underpaid  employees.  If  they 
cannot  improve  their  methods  so  as  to  afford 
a  minimum  subsistence  wage,  they  must  leave 
the  field  to  their  more  capable  competitors. 

W ages  Determine  Living  Standards 

To  recognize  the  validity  of  the  idea  of  a 
standardized  minimum  wage  is  quite  differ¬ 
ent  from  maintaining  that  the  wages  of  every 
type  of  labor  should  be  fixed  by  any  stand¬ 
ard  of  living  which  it  is  thought  desirable 
that  laborers  of  that  type  should  maintain. 
This  would  destroy  the  function  of  wage 
rates  in  equating  supply  and  demand. 

We  have  seen  that  a  true  market  rate  of 
wages  is  one  at  which  all  laborers  applying 
for  employment  will  be  employed  and  all 
jobs  will  be  filled.  If  the  whole  number  can¬ 
not  be  employed  at  a  given  wage,  to  produce 
goods  which  can  be  sold  at  a  profit  over  ex¬ 
penses  of  production,  either  some  of  the 
wage-earners  will  be  out  of  work  or  wage 
rates  will  fall.  In  the  latter  case,  all  must 
adjust  their  cost  of  living  to  the  new  wage 
even  though  it  be  below  some  standard  set 
by  themselves  or  some  outside  agency. 

On  the  other  hand,  if  a  given  wage  does 
not  attract  enough  employees  of  the  desired 
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kind  to  produce  all  goods  which  employers 
in  that  industry  can  profitably  sell,  wages  in 
the  employment  tend  to  rise  in  order  to  at¬ 
tract  new  labor  from  other  industries  and 
occupations.  There  is  no  reason  why  labor¬ 
ers  should  not  benefit  by  such  increases,  live 
more  comfortably,  and  acquire  a  new  stand¬ 
ard  of  living  superior  to  the  old.  Under 
the  present  organization  of  industry,  wages 
should  be  allowed  to  function  like  other 
prices  in  accordance  with  changes  in  supply 
and  demand. 

If,  in  a  balanced  state  of  industry,  with 
labor  fully  employed  and  production  fully 
distributed,  the  resulting  standard  of  living 
does  not  satisfy  the  aspirations  of  the  people, 
the  answer  is  that  production  is  insufficient  or 
the  wastes  too  great. 

If  a  whole  industry  cannot  pay  a  reason¬ 
able  minimum,  some  more  productive  use  of 
labor  must  be  found  or  else  the  efficiency  of 
the  workers  must  be  improved,  as  by  various 
educational  agencies.  Trade  training,  for 
instance,  should  be  extended.  If  some  labor¬ 
ers  are  entirely  incapable  of  earning  a  mini¬ 
mum  living  wage,  they  should  be  recognized 
as  subjects  of  charitable  aid,  prevented  by 
charity  from  sinking  to  a  still  lower  condi¬ 
tion,  and  incidentally  prevented  in  some  way 
from  adding  to  the  number  of  subnormal 
individuals  whom  society  must  support. 
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The  foregoing  discussion  supports  the 
conclusion  that  there  is  no  justification  in 
economic  reasoning  for  the  view  that  the 
standard  of  living  does  in  fact  determine 
wages  or  the  allied  theory  that  the  standard 
of  living  should  determine  wages — if  we  are 
to  mean  by  this  term  nothing  more  than  the 
scale  of  comfort  to  which  people  have  be¬ 
come  accustomed.  But  the  term  “standard 
of  living”  is  usually  used  by  economists  in  a 
more  precise  and  limited  sense  than  any  we 
have  indicated,  and  in  this  technical  sense  the 
standard  of  living  certainly  does  affect  wages. 
It  is  defined  by  Professor  Ely  as  “the  number 
and  character  of  the  wants  which  a  man  con¬ 
siders  more  important  than  marriage  and  a 
family,”  and  by  Professor  Carver  as  “the 
number  of  desires  which,  in  the  average  per¬ 
son  of  the  class  in  question,  take  precedence 
over  that  group  of  desires  which  result  in 
the  multiplication  of  numbers.” 

A  Standard  of  Another  Character 

What  these  wants  and  desires  are,  of 
course,  depends  upon  the  habits  and  tastes 
of  the  individual  in  question,  but  they  are 
greatly  influenced  by  the  customs  of  his  neigh¬ 
bors  and  associates.  A  given  person’s  stand¬ 
ard  of  living  in  this  sense  may  omit  many 
things  that  are  really  necessary  to  a  decent 
physical  existence,  or  it  may  include  what  an 
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onlooker  would  consider  luxuries.  It  simply 
comprises  whatever  things  he  thinks  are  so 
important  for  himself  and  his  family  that  he 
will  postpone  or  forego  marriage  and  the 
rearing  of  children  rather  than  try  to  sup¬ 
port  them  and  himself  on  any  lower  level  of 
expenditure. 

It  is  clear,  then,  that  standards  of  living, 
in  this  technical  sense,  affect  the  growth  of 
population,  affect  the  supply  of  labor  and  so 
affect  wages.  But  they  are  effective  only 
over  a  long  period  of  time ,  long  enough  for 
a  relative  increase  or  diminution  in  the  num¬ 
bers  of  a  new  generation  of  workers  to  be 
felt  in  the  labor  market. 

The  uIron  Law”  of  Wages 

It  was  formerly  maintained  that  the  lowest 
living  standard  possible,  a  “mere  subsis¬ 
tence,”  governed  wages  in  the  long  run. 
What  was  known  as  the  “iron  law  of  wages” 
stated  that  wages  could  never  rise  for  any 
length  of  time  above  what  is  necessary  merely 
to  keep  laborers  and  their  families  alive,  be¬ 
cause  any  such  rise  would  result  in  a  rise  in 
the  birth  rate  and  fall  in  the  death  rate  and 
a  consequent  increase  in  the  supply  of  labor. 

We  have  referred,  in  the  unit  on  “The  Pri¬ 
mary  Industries”  to  the  exposition  of  this 
theory  by  Thomas  Malthus.  In  connection 
with  the  law  of  diminishing  returns,  the  Mal- 

39 


ECONOMICS  FOR  EXECUTIVES 

thusian  theory  gave  to  political  economy  the 
appelation  of  “the  dismal  science.”  If  this 
theory  were  literally  true,  there  would  be 
little  hope  for  the  happiness  of  the  vast  ma¬ 
jority  of  the  human  race,  so  far  as  happi¬ 
ness  depends  upon  material  comfort.  There 
would  be  little  use  in  trying  to  increase  the 
productivity  of  the  earth  since  it  would  only 
mean  the  support  of  more  people  in  the  same 
degree  of  poverty.  In  some  portions  of  the 
world,  indeed,  the  “iron  law”  seems  actually 
to  be  in  effect.  In  India  and  China  the  rapid 
increase  of  the  population  keeps  the  wages 
of  the  masses  of  the  people  at  a  bare  sub¬ 
sistence  minimum  and  results  in  periodic 
famines  which  reduce  numbers  to  within  the 
limits  of  the  food  supply. 

The  “Iron  Law”  Broken 

The  experience  of  western  Europe,  Amer¬ 
ica,  and  Australia,  however,  has  shown  that 
standards  of  living  much  above  the  subsis¬ 
tence  level  may  check  the  increase  of  large 
groups  and  even  whole  nations  of  peoples. 
In  France,  for  example,  the  population  has 
remained  very  nearly  stationary  for  the  last 
fifty  years,  with  most  of  the  wage  earners 
living  on  a  scale  much  above  that  of  the 
Chinese.  This  is  a  result  of  late  marriages 
and  small  families,  coupled  with  improve¬ 
ments  in  industrial  efficiency.  In  America 
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we  have  witnessed  a  rise  in  the  standards  of 
living  of  whole  groups  of  the  population, 
as  immigrants  have  accustomed  themselves 
to  the  more  favorable  conditions  of  a  new 
and  rich  country,  have  married  later,  and 
have  raised  smaller  families.  The  second 
generation,  under  the  impetus  of  new  oppor¬ 
tunities,  has  considered  as  necessities  comforts 
that  their  parents  got  along  without,  and  has 
worked  harder,  sought  better  training,  and 
postponed  marriage  until  it  was  able  to  sup¬ 
port  a  family  according  to  the  new  “American 
standard  of  living.”  Many  young  women,  for 
instance,  supporting  themselves  in  industry, 
have  married  later  than  their  mothers. 

Effect  Upon  Usages 

It  is  apparent  that  various  standards  may 
act  as  checks  upon  population  growth  and 
that  they  are  subject  to  change  and  the  in¬ 
fluence  of  environment.  Only  indirectly  and 
in  a  very  general  way  can  they  influence 
wages.  That  is,  no  single  individual’s  “stand¬ 
ard  of  living”  can  keep  his  own  wages  from 
going  down  if  the  demand  for  his  kind  of 
labor,  in  proportion  to  the  supply  of  it,  is 
inadequate.  It  is  only  the  general  standard 
for  all  those  families  in  the  group  of  workers 
to  which  he  belongs,  that  may  gradually  af¬ 
fect  his  wages  through  limiting  the  growth 
of  population,  the  distribution  of  industrial 
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recruits,  and  consequently  the  number  of  his 
competitors. 

It  is  largely  different  group  standards  of 
living,  however,  which  tend  to  perpetuate 
differences  in  wages.  Thus  among  the  low¬ 
est  paid  unskilled  laborers  we  find  the  earliest 
marriages  and  largest  families,  because  their 
standards  of  life  are  not  high  enough  to 
impel  them  to  achieve  substantial  incomes 
before  contracting  family  responsibilties. 
Frequently  their  wives  are  also  wage  earners 
and  their  children  are  commonly  expected 
to  become  so  as  early  as  the  law  permits. 
The  effect  is  to  increase  the  supply  of  this 
grade  of  labor  and  fix  a  relatively  low  price 
for  it. 

Among  skilled  wage  earners,  somewhat 
higher  standards  prevail,  so  that  smaller 
families,  better  cared  for,  are  the  general 
rule.  Their  children  have  more  opportuni¬ 
ties  for  education  and  vocational  training  so 
that  they  are  apt  to  be  apprenticed  to  skilled 
trades,  in  which  the  relative  scarcity  of  prop¬ 
erly  trained  workers  keeps  wages  high. 

The  Professional  and  Salaried  Classes 

In  the  case  of  the  professional  and  salaried 
classes  much  greater  expenditures  are  con¬ 
sidered  necessary  for  the  support  of  a  family 
according  to  the  customary  standards  of  this 
group.  These  standards  require  that  the 
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women  of  the  family  must  have  leisure,  and 
that  the  children  have  a  college  education. 
A  young  man  does  not  go  to  work  until  he 
reaches  maturity  and  he  hesitates  to  marry 
until  he  can  assure  his  wife  and  family  the 
degree  of  comfort  prevalent  in  the  social 
circles  in  which  they  move.  Consequently, 
the  supply  of  trained  business  and  profes¬ 
sional  men  remains  limited,  in  proportion  to 
the  population,  and  the  reward  for  their 
services  continues  to  be  high. 

Of  course,  in  a  country  like  the  United 
States,  these  groups  are  not  so  distinctly 
marked  off  from  one  another  as  in  older 
countries.  The  state  makes  large  expendi¬ 
tures  directly  in  behalf  of  all  for  health, 
for  education,  even  for  specialized  technical, 
professional,  and  artistic  training.  Philan¬ 
thropic  agencies  give  many  able  young  people 
a  chance  to  develop  their  abilities.  All  this 
makes  it  possible  for  individuals  to  pass  from 
lower  to  higher  groups  and  so  tends  to  reduce 
the  number  in  the  lower  and  increase  the 
number  in  the  higher.  Free  schooling  has 
already  approximately  levelled  the  wages  of 
clerks  and  skilled  manual  laborers;  the  for¬ 
mer  were  previously  much  higher  than  the 
latter.  Still  greater  changes  are  to  be  ex¬ 
pected  as  all  forms  of  education  become 
cheaper  and  more  easily  accessible  to  all  the 
people. 
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Summary 

We  may  now  summarize  our  main  con¬ 
clusions  as  to  the  general  relation  between 
wages  and  the  cost  of  living.  Real  wages 
are  not  accurately  measured  by  money  wages 
on  account  of  changes  in  the  cost  of  living. 
Wages  enter  so  largely  into  costs  of  produc¬ 
tion  that  the  general  level  of  wages  and  the 
general  level  of  prices  tend  to  move  together; 
wages  are  so  large  an  item  in  the  costs  or 
expenses  of  production  that  they  are  a  main 
factor  in  the  “cost  of  living.”  During  gen¬ 
eral  price  movements,  upward  or  downward, 
money  wages  need  to  be  adjusted  to  changes 
in  other  prices  because  they  are  apt  to  lag 
behind.  This  does  not  mean,  however,  that 
any  natural  law  keeps  wages  high  enough  to 
cover  the  “cost  of  subsistence,”  still  less  that 
economic  reasoning  justifies  the  fixing  of 
wages  for  different  groups  of  workmen  ac¬ 
cording  to  some  “standard  of  living”  that 
may  happen  to  be  set  up.  Wages  are  imme¬ 
diately  determined  by  the  supply  of  and  de¬ 
mand  for  labor,  and  standards  of  living  are 
adjusted  to  these  wages. 

Over  a  long  period,  of  time,  however, 
standards  of  living  affect  the  growth  of  popu¬ 
lation  and  so  influence  wages.  If  standards 
are  low,  early  marriages  and  large  families 
maintain  a  large  labor  supply  and  tend  to 
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keep  wages  down;  if  standards  are  high,  the 
reverse  is  also  true.  For  this  reason  different 
standards  of  living  in  different  countries  and 
in  different  groups  of  the  population  in  one 
country  tend  to  maintain  different  wage 
levels.  In  this  roundabout  and  indirect  way 
standards  of  living  influence  wages,  and  what¬ 
ever  tends  to  raise  living  standards,  and  so 
to  restrain  population,  tends  in  the  long  run 
to  keep  wages  up. 

We  shall  now  turn  to  a  discussion  of  the 
historical  trend  of  real  wages,  attempting 
to  describe  what  this  trend  has  been  from 
time  to  time  and  to  suggest  on  the  basis  of 
the  preceding  analysis  how  the  course  of 
wages  has  been  determined. 


IV 

The  Trend  of  Real  Wages 

Real  wages,  as  we  have  seen,  consist  of 
the  commodities  and  services  that  are  bought 
with  money  wages.  So  an  inquiry  into  the 
trend  of  real  wages  must  consider  together 
the  trend  of  money  wages  and  the  trend  of 
money  prices.  These  prices,  in  order  to 
measure  accurately  changes  in  the  workman’s 
cost  of  living,  should  not  relate  to  all  kinds 
of  commodities  nor  to  commodities  at  whole- 
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sale;  they  should  be  the  retail  prices  of  a 
standard  list  of  things  that  wage-earners  buy 
and  use,  each  item  on  the  list  weighted  in 
proportion  to  its  relative  importance  in  the 
workman’s  family  budget.  But  unfortunately 
records  of  such  prices  are  not  yet  available 
on  any  satisfactory  scale  and  so  conclusions 
concerning  wage  trends  remain  somewhat  in¬ 
decisive. 

Basis  of  Comparison 

In  comparing  money  wages  from  one  year 
or  one  decade  to  another,  the  only  practi¬ 
cable  procedure  is  to  take  for  both  dates  the 
amount  of  pay  a  man  gets  for  some  definite 
period  of  time,  such  as  an  hour,  or  possibly 
a  day  or  week.  In  making  the  necessary  com¬ 
parisons  of  commodity  prices,  we  need,  as 
far  as  possible,  to  include  the  same  commodi¬ 
ties  for  both  dates.  Then  we  must  make 
separate  allowances  for  such  facts  as  changes 
in  the  commodities  consumed  by  wage-earners 
from  one  time  to  another.  The  problem  is 
to  discover  whether,  as  time  passes,  an  hour’s 
work  goes  farther,  or  does  not  go  so  far, 
toward  procuring  necessities  and  comforts 
for  the  worker. 

In  making  the  comparisons  dozens  of 
unexpected  difficulties  arise,  some  of  them 
'  highly  technical;  so  we  find  considerable  con¬ 
troversy  among  statisticians  concerning  the 
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relative  merits  of  different  index  numbers  of 
wages  or  of  prices.  Making  the  necessary 
“allowances”  to  which  we  have  alluded  is  a 
task  which  presents  more  difficulties.  It  fol¬ 
lows  that  only  the  most  general  conclusions 
can  be  drawn  with  any  assurance,  and  even 
these  conclusions  must  be  accepted  with  great 
caution.  We  shall  attempt  to  present  only 
such  conclusions,  and  to  consider  them  for 
what  they  seem  to  be  worth. 

W ages  Before  i860 

For  the  period  1750  to  i860,  the  general 
trend  of  wages  in  the  United  States,  so  far 
as  we  know  anything  about  it,  is  believed  to 
have  been  upward.  One  important  study  in¬ 
dicates,  for  instance,  that  wages  of  day  labor¬ 
ers  in  Massachusetts  in  the  middle  of  the 
eighteenth  century  were  only  about  one-third 
of  what  they  had  come  to  be  during  the 
decade  1851  to  i860. 

There  was,  according  to  this  study,  a 
marked  bulge  in  money  wages  during  the 
period  which  embraced  the  War  of  1812. 
For  the  decade  1811  to  1820,  the  index  stood 
at  91,  approximately  10  points  higher  than 
in  the  preceding  decade  and  considerably 
above  the  average  of  any  later  decade  until 
the  one  beginning  in  1850;  of  course  prices 
were  also  higher  between  18 11  and  1820. 
The  War  of  1812,  like  other  wars,  disturbed 
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the  course  of  events.  Though  the  figures 
presented  for  the  period  before  i860  relate 
to  money  wages  rather  than  to  real  wages, 
they  are  nevertheless  commonly  taken  to 
merm  that  the  general  trend  of  real  wages 
before  the  Civil  War  was  upward. 

The  increase  of  real  wages  during  the  cen¬ 
tury  before  the  Civil  War  was  doubtless 
helped  along  by  the  improvements  in  meth¬ 
ods  of  transportation  and  manufacturing  to 
which  we  have  alluded  in  preceding  study- 
units.  It  was  during  this  period  that  the 
application  of  steam  power  began  to  be  made 
to  manufacturing,  and  both  steamships  and 
railroads  were  brought  into  use.  Improve¬ 
ments  in  transportation,  in  particular,  served 
to  draw  people  from  the  more  congested 
centers  of  the  East  to  the  wider  expanses  of 
the  West  and  undoubtedly  helped  to  sustain 
rates  of  wages  in  the  manufacturing  and  com¬ 
mercial  centers.  The  call  of  the  frontier,  of 
the  open  road  to  free  land,  acted  on  wage 
rates  like  a  suction  pump.  We  shall  see  later 
that  this  important  influence  was  not  des¬ 
tined  to  last  forever. 

Wages  After  i860 

Money  wages  rose  rapidly  during  the  Civil 
War  period,  when  the  country  was  on  a 
“greenback”  basis,  but  of  course  the  money 
cost  of  living  also  markedly  increased.  Us- 
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ing  index  number  ioo  to  represent  each  of 
these  factors  for  the  year  i860,  money  wages 
stood  in  1865  at  141,  and  the  cost  of  living 
at  175.  During  this  short  period,  therefore, 
it  is  evident  that  the  hourly  real  wages  of 
labor  must  have  declined.  By  1867,  after 
the  end  of  the  war,  however,  money  wages 
stood  at  172,  and  the  cost  of  living  at  only 
164,  so  that  real  wages  had  apparently  been 
completely  restored  to  pre-war  levels.  Yet 
wage  rates  rose  still  further  during  the  next 
few  years;  in  1873,  for  instance,  the  year  of 
the  panic,  they  stood  at  about  175?  while 
prices  had  declined  to  about  149.  In  1879 — 
when  specie  payments  were  resumed  upon 
the  paper  currency  and  the  country  conse¬ 
quently  got  back  upon  a  gold  basis — money 
wages  stood  at  140  and  the  cost  of  living  at 
123.  Thus  it  appears  that  within  about  ten 
years  after  the  Civil  War,  the  real  wages  of 
labor,  as  reckoned  by  the  hour,  had  come  to 
be  considerably  higher  than  they  were  before 
the  war.  In  short,  the  trend  of  real  wages 
was  upward,  not  only  before  the  war,  but 
also  afterwards,  so  that  the  Civil  War  merely 
interrupted  but  did  not  reverse  the  trend. 

Wages  After  the  Late  Seventies 

For  more  than  twenty  years  after  1873, 
and  especially  for  the  period  from  1879  to 
1896,  the  trend  of  commodity  prices  was 
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distinctly  downward.  As  shown  by  the  chart 
presented  in  Study-unit  XV,  wholesale  prices 
declined  about  one-third  from  1879  to  1896; 
data  for  retail  prices,  those  of  interest  to  the 
workingman,  are  not  available,  but  retail 
prices  certainly  declined  decidedly.  Money 
wages,  however,  as  reckoned  by  the  hour, 
suffered  no  such  decline  and  indeed  show  a 
small  increase.  All  investigators  accordingly 
conclude  that  the  period  between  the  late 
seventies  and  the  middle  nineties  witnessed 
a  very  substantial  increase  in  the  real  wages 
of  the  American  wage-earner.  In  fact,  the 
upward  trend  of  wages  that  marked  earlier 
periods  became  even  more  notable  during  the 
last  quarter  or  last  third  of  the  nineteenth 
century. 

Causes  of  Improvement 

We  have  already  discussed  so  thoroughly 
in  other  places  the  features  of  our  industrial 
life  during  the  generation  preceding  1896, 
that  it  is  not  necessary  to  detail  them  here. 
It  is  worth  recalling,  however,  that  the  call 
of  the  west  continued  strong,  at  least  until 
about  1890,  and  that  the  period  was  one  of 
marked  industrial  progress  which  served  to 
increase  the  efficiency  of  production.  The 
facts  concerning  the  trend  of  real  wages  dur¬ 
ing  this  period  bear  out  the  general  assertion 
that  the  fruits  of  current  industrial  progress 
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are  confined  to  no  small  class  of  people,  but 
are  shared  by  the  great  mass  of  wage  earners. 

Another  factor  of  which  mention  should 
be  made  is  the  growth  of  the  so-called  labor 
movement  during  this  period.  This  topic 
will  be  considered  in  the  next  study-unit,  but 
we  may  say  here  that  the  organization  of 
workmen  into  unions  began  to  be  significant 
about  1867  and  became  increasingly  signifi¬ 
cant  throughout  this  period.  During  the 
early  eighties  the  Knights  of  Labor  achieved 
considerable  power,  especially  on  the  rail¬ 
roads.  In  1881  the  American  Federation  of 
Labor  was  initiated  and  within  ten  years  it 
had  eclipsed  the  Knights  of  Labor. 

Influence  of  Labor  Movement 

This  labor  movement  may  have  been  to 
some  extent  responsible  for  the  increase  in 
money  wages  which  occurred  between  1879 
and  1896.  But  the  labor  movement  cannot 
be  credited  with  any  immediate  influence  on 
the  great  decline  in  prices  that  took  place 
during  the  period,  and  which  was  the  most 
marked  factor  in  the  improvement  in  the 
position  of  labor.  It  is  also  worth  noting 
that  during  the  time  in  question  the  percen¬ 
tage  of  all  wage-earners  belonging  to  trade 
unions  was  extremely  small,  certainly  ap¬ 
proaching  at  no  time  as  much  as  10  per  cent 
of  the  total  number  of  wage-earners. 
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It  would  appear  from  the  foregoing  dis¬ 
cussion  that  the  general  trend  of  real  wages 
was  upward  for  a  century  and  a  half — in 
spite  of  interruptions  by  two  or  three  wars 
and  in  spite  of  a  very  great  increase  in  the 
number  of  wage-earners  and  in  the  popula¬ 
tion  of  the  country.  The  economic  forces 
were  favorable  to  labor.  An  hour’s  work, 
decade  after  decade,  was  commanding  more 
and  more  in  the  way  of  commodities. 

This  conclusion  is  not  seriously  weakened 
by  any  collateral  considerations  whatsoever. 
Of  course,  there  were  important  changes  in 
living  conditions  between  the  time  of  Wash¬ 
ington  and  the  time  of  McKinley;  workmen 
enjoyed  more  of  the  free  advantages  of  life 
in  small  towns  at  the  former  date,  but  against 
these  must  be  set  off  free  advantages  of  a 
different  sort  connected  with  life  in  cities  at 
the  latter  date;  workmen  bought  different 
things  with  their  wages  in  1896  than  in  179 6. 
Other  considerations  might  also  be  taken 
into  account,  some  tending  to  make  the  up¬ 
ward  trend  of  real  wages  appear  more  de¬ 
cided  and  others  tending  to  make  it  appear 
less  decided.  Special  students  of  the  subject, 
after  making  all  such  allowances,  neverthe¬ 
less  agree  on  the  main  point :  standing  on  the 
platform  afforded  by  price  levels  and  wage 
levels  in  the  1890’s  and  taking  a  long  look 
backward,  the  upward  trend  of  real  wages, 
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as  reckoned  by  the  hour,  is  seen  to  have  been 
both  unmistakable  and  decided. 

Real  Wages  Since  1890-1900 

A  similar  survey  of  the  last  twenty-five 
years  or  thereabouts  leads  to  conclusions  that 
are  neither  so  certain  nor  so  cheerful.  Thus 
the  trend  of  commodity  prices  has  been  gen¬ 
erally  upward  during  this  later  period,  in¬ 
stead  of  downward  as  it  was  during  the 
preceding  generation.  The  cost  of  living  has 
been  rising.  Money  wages  have  been  rising 
also,  and  at  certain  times,  such  as  from  1904 
to  1906  and  from  1918  to  1920,  they  appear 
to  have  risen  even  more  rapidly  than  com¬ 
modity  prices.  At  other  times,  such  as  from 
1907  to  1909  and  from  1915  to  1917,  wages 
do  not  appear  to  have  kept  pace  with  prices. 
The  World  War  put  the  whole  industrial 
situation  out  of  joint  to  a  degree  which  has 
not  yet  been  rectified.  Popular  discontent 
with  the  rising  cost  of  living  and  bitter  feel¬ 
ing  aroused  by  numerous  industrial  disputes 
still  further  complicate  the  problem  of  dis¬ 
covering  the  more  recent  trend  of  real  wages. 

For  these  reasons,  and  for  other  reasons 
which  might  be  mentioned,  investigators  are 
in  some  disagreement  concerning  the  trend 
of  real  wages  during  the  last  quarter  cen¬ 
tury.  The  detailed  controversies  in  which 
different  statisticians  have  indulged  we  do 
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not  propose  to  consider  here.  They  are  too 
technical  to  permit  of  brief  presentation  and 
will  probably  not  be  settled  for  many  years. 
Their  outcome,  however,  may  perhaps  be 
anticipated  to  the  extent  of  saying  that  a 
slight  upward  trend  in  real  wages  per  hour, 
taking  the  period  as  whole,  may  be  suscep¬ 
tible  of  proof,  but  that  this  upward  tendency 
is  certainly  far  less  evident  than  in  the  earlier 
periods  which  we  have  examined. 

Some  competent  investigators,  in  fact,  as¬ 
sert  that  the  average  pay  for  an  hour’s  work 
would  buy  less  in  1914  than  in  1890  or  in 
1896,  that  it  would  buy  still  less  in  1918, 
and  that  the  more  recent  upward  changes  in 
money  wages  and  downward  changes  in 
money  prices  have  not  sufficed  to  reverse  the 
general  tendency  of  the  longer  period  of 
which  this  short  period  is  a  part.  We  do 
not  find  the  evidence  for  this  view  altogether 
convincing,  but  we  do  find  it  sufficient  to 
justify  the  statement  that  real  wages  during 
the  last  thirty  years,  as  reckoned  by  the  hour, 
have  not  been  advancing  so  rapidly  as  they 
did  before  that  time. 

Why  Has  the  Advance  Been  Retarded 

Assuming,  then,  that  during  the  last  two 
or  three  decades  labor  has  at  best  been  in¬ 
creasing  its  command  over  commodities  at 
a  slower  rate  than  formerly  prevailed,  we  are 
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confronted  with  the  interesting  and  important 
question:  How  are  we  to  explain  why  this 
state  of  affairs  has  come  about  and  what  does 
it  portend  for  the  future  ? 

Two  factors  of  large  importance  seem  to 
be  the  increased  pressure  on  natural  resources 
resulting  from  the  increase  in  population,  and 
the  growing  concentration  of  population  in 
cities. 

Pressure  Upon  Farms 

The  first  factor,  increasing  pressure  of 
population  upon  natural  resources,  is  reflected 
in  a  number  of  developments,  all  tending  to 
increase  the  real  cost,  the  money  cost,  and 
the  price  of  commodities  of  common  con¬ 
sumption.  The  increase  in  population  in  re¬ 
lation  to  farm  acreage  is  a  significant  matter. 
The  following  table,  based  on  figures  taken 
from  the  volumes  of  the  Census,  shows  the 
number  of  persons  in  the  United  States  for 
each  one  hundred  acres  of  improved  farm 
land  at  a  series  of  different  dates: 


Year 

Population 

(Millions) 

Improved  Farm  Land 
(In  millions  of  acres) 

People  per 
100  acres 

1860 

31.4 

163.1 

19.3 

1870 

38.6 

188.9 

20.4 

1880 

50.2 

284.8 

17.6 

1890 

62.9 

357.6 

17.6 

1900 

76.0 

414.5 

18.3 

1910 

92.0 

478.5 

19.2 

1920 

105.7 

503.1 
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This  table  shows  that  after  about  1890 
every  100  acres  of  improved  farm  land,  with 
the  passage  of  time,  has  had  to  furnish  raw 
materials  for  food  and  clothing  for  more 
and  more  people,  in  the  country  as  a  whole, 
to  say  nothing  of  the  expanding  needs  of 
foreign  countries.  It  illustrates  in  a  concrete 
way  what  the  economists  have  meant  by  say¬ 
ing  that  the  so-called  law  of  diminishing  re¬ 
turns  described  in  Study-unit  II,  has  always 
to  be  reckoned  with.  The  resulting  effect  on 
the  cost  of  living  will  be  suggested  below. 

Concentration  of  Population 

The  second  factor,  concentration  of  popu¬ 
lation  in  cities,  with  the  resulting  congestion, 
has  created  increasing  difficulties,  both  for 
transportation  and  for  the  distribution  of 
commodities.  The  problem  of  providing  for 
the  daily  needs  of  inhabitants  of  New  York 
city,  for  instance,  has  become  very  different 
from  what  it  was  fifty  years  ago.  The  water 
supply  must  be  brought  from  distant  moun¬ 
tains  and  the  milk  from  up-state  farms,  and 
the  work  of  distributing  both  in  the  homes 
has  become  more  considerable.  The  neces¬ 
sity  for  bringing  flour  or  wheat  from  the 
Dakotas  instead  of  from  the  Genesee  Valley 
or  from  Ohio,  and  for  bringing  lumber  from 
the  Pacific  Coast  instead  of  from  up-state,  is 
a  recognized  factor  in  present  living  condi- 
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tions  in  New  York  as  compared  with  condi¬ 
tions  in  the  city  in  its  earlier  history.  Even 
the  movement  of  vehicles,  of  goods,  and  of 
passengers  in  and  about  the  city  is  more 
costly  by  reason  of  the  congestion. 

The  concentration  of  population  has  ac¬ 
centuated  the  effects  of  the  increase  in  popu¬ 
lation.  More  farm  products,  for  instance, 
have  been  needed,  and  yet  these  have  had 
to  be  furnished  by  a  constantly  decreasing 
proportion  of  the  population.  If  we  look 
back  to  1870,  we  find  that  of  a  total  popu¬ 
lation  of  38,560,000,  20.9  per  cent  was  urban 
and  79.1  per  cent  was  rural,  while  in  1920 
of  a  total  population  of  105,710,620,  51.4 
per  cent  was  urban  and  only  48.6  per  cent 
was  rural.  Not  only  must  every  one  hundred 
acres  of  farm  land  now  furnish  materials  for 
feeding  and  clothing  more  people  than  for¬ 
merly,  but  the  work  of  the  individual  farmer 
or  farm  laborer  must  also  be  made  to  go 
farther  than  before. 

Effect  Upon  Prices 

These  fundamental  conditions  have  been 
reflected  in  price  relationships.  The  index 
number  for  wholesale  prices,  as  presented 
by  the  Bureau  of  Labor  Statistics,  are  very 
instructive  on  this  point.  Thus  the  index  for 
all  commodities  shows  an  increase  from  67 
in  1896  to  100  in  1914,  while  the  index  for 
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prices  of  farm  products  shows  an  increase 
from  44  in  1896  to  100  in  1914. 

Between  1890  and  1914,  furthermore  ac¬ 
cording  to  the  Bureau’s  figures,  certain  funda¬ 
mental  raw  materials  increased  in  price  by 
about  40  per  cent  while  the  manufactures 
made  from  these  raw  materials  increased 
only  about  14  per  cent.*  Since  twelve  of  the 
twenty  raw  materials  included  in  the  com¬ 
putation  are  agricultural  products,  such  as 
cattle,  corn,  cotton,  and  wool,  it  is  evident 
that  the  improved  processes  which  were  in- 


*Raw  Commodities 

Manufactured  Commodities 

(Index  112  in  1890,  158 

(Index  112  in  1890,  128  in 

in  1914) 

1914) 

Barley- 

Malt 

Cattle,  2  quotations 

Beef  products,  3  quotations 

Copper  ingots 

Copper  wire 

Corn 

Corn  meal,  2  quotations 

Cotton 

Cotton  textiles,  21  quotations 

Flaxseed 

Linseed  oil 

Hides 

Leather,  4  quotations 

Hogs,  2  quotations 

Hog  products,  5  quotations 

Milk 

Butter,  3  quotations;  cheese, 
1  quotation 

Petroleum,  crude 

Petroleum,  refined,  2  quota¬ 
tions 

Pig  iron,  4  quotations 

Pig  lead 

Iron  products,  6  quotations 

Lead  pipe 

Pig  tin 

Tin  plate 

Rye 

Rye  flour 

Sheep,  2  quotations 

Mutton 

Spelter 

Sheet  zinc 

Sugar,  96°  Centrifugal 

Sugar,  granulated 

Sulphur 

Sulphuric  acid 

Wheat 

Wheat  flour,  2  quotations 

Wool,  12  quotations 

Wool  textiles,  12  quotations 
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fluential  in  reducing  the  cost  of  manufactur¬ 
ing  operations  had  no  parallel  in  the  field  of 
agriculture  or  that  some  other  influence  was 
acting  upon  the  latter. 

Production  and  Value  of  Products 

The  relative  shifting  of  population  from 
agriculture  to  other  industries  has  also  been 
reflected  in  the  physical  product  and  in  the 
“value  product”  of  the  industries.  Thus  the 
census  figures  show  that  from  1889  to  1919 
the  number  of  persons  gainfully  employed 
in  agriculture  increased,  but  did  so  much  less 
rapidly  than  the  numbers  engaged  in  mining, 
manufacturing,  and  transportation.  The  in¬ 
dex  numbers  of  physical  production  show  a 
steady  increase  for  all  four  of  these  branches 
of  industry,  but  the  rate  of  increase  was  much 
slower  for  agriculture  than  for  any  of  the 
other  three. 

The  index  number  of  the  ((value  product” 
of  these  different  industries,  however,  make 
a  very  different  showing,  as  indicated  by  the 
following  table : 


Indices  of  Value  Product — 1889  =  100 


1889-90 

1899-1900 

1909-10 

1918-19 

Agriculture  .... 

100 

163 

303 

801 

Mining . 

100 

179 

296 

660 

Manufacturing  . 

100 

134 

222 

578 

Transportation  .. 

100 

132 

222 

421 
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The  striking  fact  revealed  by  these  figures 
is  that  the  value  product  for  agriculture  dur¬ 
ing  every  decade  of  the  thirty  years  in  ques¬ 
tion  increased  much  more  decidedly  than  the 
value  product  for  manufacturing  or  for  trans¬ 
portation,  or  even  for  mining  with  the  single 
exception  of  the  first  decade.  The  direct 
inference  is  that  agriculture,  which,  as  we 
have  already  seen,  has  absorbed  a  diminish¬ 
ing  proportion  of  the  population,  has  never¬ 
theless  been  receiving  an  increasing  propor¬ 
tionate  share  of  the  total  national  income, 
while  mining,  manufacturing,  and  transpor¬ 
tation  have  been  receiving  a  smaller  propor¬ 
tionate  share.  Since  workers  going  into  these 
latter  industries  have  amounted  to  an  ever- 
increasing  proportion  of  the  population,  their 
advance  in  financial  prosperity  has  been  cor¬ 
respondingly  retarded. 

Transportation  and  Marketing  Costs 

The  increasing  costs  of  transporting  and 
distributing  merchandise,  to  which  we  have 
already  referred,  are  connected  with  the  same 
development  and  have  also  attracted  special 
attention.  Thus  it  has  been  suggested  that 
the  developments  of  recent  years  have  in¬ 
creased  the  spread  between  the  factory  of 
wholesale  prices,  in  which  “value  added  by 
manufactures”  is  calculated,  and  the  retail 
prices  which  wage-earners  and  other  con- 
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sumers  actually  pay  when  they  come  to  trans¬ 
late  their  money  incomes  into  real  incomes. 

There  is  believed  to  be  some  evidence  for 
this  view,  but  we  have  too  few  statistical  facts 
about  the  activity  of  merchandising  to  prove 
it  conclusively.  Popular  opinion  concerning 
the  expensiveness  of  modern  methods  of  mar¬ 
keting,  however,  would  lend  support  to  it, 
and  it  accords  with  the  idea  that  important 
social  savings  might  be  made  by  making  cer¬ 
tain  changes  in  merchandising,  such  as  re¬ 
ducing  the  multiplicity  of  styles  and  designs 
of  consumable  goods  that  are  advertised  and 
sold.  Such  a  development,  we  are  told, would 
not  only  save  expenses  in  merchandising  and 
transportation,  but  would  also  save  expenses 
in  factories,  which  could  then  concentrate 
upon  fewer  styles  and  designs;  in  respect  to 
some  classes  of  commodities,  for  instance, 
these  savings  have  been  estimated  at  fully 
33%  per  cent.  Action  such  as  is  here  sug¬ 
gested,  taken  in  a  business  way  and  perhaps 
initiated  by  consumers  themselves,  is  believed 
by  at  least  one  investigator  to  present  “per¬ 
haps  the  greatest  single  opportunity  for  an 
increase  in  the  comforts  and  real  wages  of 
the  average  man.”  1 

The  foregoing  discussion  has  indicated 
that  the  trend  of  real  wages  in  America,  as 

1  M.  C.  Rorty,  ‘  Some  Problems  in  Current  Economics.” 
PP-  55-56. 
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reckoned  by  the  hour,  has  been  predomin¬ 
ately  upward,  but  that  signs  of  a  change  in 
this  trend  have  begun  to  appear  during  the 
last  twenty-five  or  thirty  years.  The  explan¬ 
ation  of  this  change,  assuming  it  to  be  a  real 
one,  presents  puzzling  problems,  but  the  dis¬ 
appearance  of  free  land,  the  increase  in  pop¬ 
ulation,  and  the  concentration  of  population 
in  the  cities  appear  to  be  among  the  most 
important  factors  in  the  explanation. 

Perhaps  time  will  show  that  a  reversal  of 
the  trend  is  not  really  imminent.  Perhaps 
also  the  well-being  of  wage-earners  is  com¬ 
ing  to  depend  upon  matters  of  which  the 
statistics  of  hourly  wages  and  of  the  cost  of 
living  take  little  or  no  account,  such  as  the 
multiplication  of  free  services,  the  decrease 
in  working  hours,  and  the  changing  character 
of  popular  consumption.  These  reflections, 
however,  lead  us  into  a  very  much  broader 
field  of  inquiry. 


V 

Some  General  Conclusions 

When  we  pass  from  the  special  question 
of  the  trend  of  real  wages,  as  reckoned  by 
some  definite  amount  of  working  time,  such 
as  one  hour,  and  turn  to  the  broader  question 
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of  the  comparative  welfare  of  wage-earners 
as  between  the  present  time  and  that  of  a 
half  century  ago,  we  find  two  fairly  distinct 
lines  of  opinion. 

The  one  emphasizes  the  improvements  in 
material  comforts  due  to  industrial  progress, 
which  laborers  have  shared  with  all  classes 
of  society.  It  is  pointed  out  that  the  average 
wage-earner’s  family  lives  in  a  better  house, 
under  better  conditions  of  sanitation  and 
health  protection,  wears  better  clothes,  con¬ 
sumes  more  and  different  commodities,  and 
enjoys  more  varied  amusements  than  existed 
in  1870.  It  is  said  that  the  wage-earner’s 
work  is  less  laborious  since  machinery  has 
taken  over  the  tasks  which  require  greatest 
muscular  strength  and  endurance,  that  his 
wife  s  labors  are  lightened  by  similar  mechan¬ 
ical  improvements,  that  his  children  enjoy 
advantages  previously  unknown,  that  they  do 
not  go  to  work  at  so  early  an  age,  and  that 
the  progressive  decline  in  hours  of  labor  has 
meant  to  the  workmen  more  leisure  to  spend 
in  his  home,  in  recreation,  and  to  permit  of 
his  becoming  a  better  father,  a  better  work¬ 
man,  and  a  better  citizen.  The  conclusion 
is  drawn  that  the  workman’s  whole  family 
has  benefited  by  the  investment  of  capital  in 
the  development  of  modern  science  and  in¬ 
vention.  This  investment,  although  made 
originally  for  profit,  has  resulted  in  the  dif- 
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fusion  of  the  gains  of  progress  among  all 
consumers. 

A  Less  Favorable  View 

Those  who  take  a  less  favorable  view  base 
their  conclusions  upon  another  set  of  obser¬ 
vations.  They  point  to  the  congested  hous¬ 
ing  of  the  workers  massed  in  large  cities,  to 
the  monotonous  and  mechanical  character  of 
their  work,  to  the  insecurity  of  life,  health, 
and  employment  to  which  modern  industry 
subjects  them.  If  they  live  more  comfor¬ 
tably  than  they  did,  it  is  maintained  that  this 
is  in  part  because  their  wives  and  daughters 
have  also  become  wage-earners,  for  statistics 
show  that  the  number  of  all  women  employed 
in  industry,  and  the  number  of  married 
women  so  employed,  has  been  steadily  in¬ 
creasing. 

Moreover,  workmen’s  families  have  be¬ 
come  somewhat  smaller.  In  1880,  out  of 
every  1000  of  the  population  of  the  United 
States,  381  were  children  under  fifteen  years 
of  age;  in  1910  the  number  had  fallen  to 
321.  This  may  be  a  social  gain,  it  is  said, 
but  it  implies  that  wage -earners  live  better, 
not  because  of  higher  real  wages,  but  because 
of  smaller  families  among  which  the  wages 
must  be  divided. 

Admitting  the  force  of  a  good  part  of 
both  sets  of  contentions,  it  is  possible  to  state 
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some  general  considerations  be  taken  into 
account  by  adherents  of  either  view. 

Population  and  Productivity 

First,  we  may  emphasize  again  the  im¬ 
portance  of  expanding  population.  This  has 
intensified  the  pressure  on  natural  resources, 
and  increased  the  difficulties  of  producing 
raw  materials,  especially  farm  products.  At 
the  same  time,  the  concentration  of  popula¬ 
tion  in  cities  has  complicated  the  business 
of  distributing  and  marketing  merchandise. 
These  matters  have  already  been  discussed. 

Second,  we  may  recognize  that  great  as 
has  been  the  increase  in  the  productivity  of 
industry  since  the  Industrial  Revolution,  it 
has  not  been  great  enough  to  afford  to  all 
members  of  society  the  means  of  living  as  it 
is  desirable  that  they  should  be  able  to  live. 
A  large  part  of  the  gains  that  have  been  made 
in  methods  of  production  have  been  offset  by 
the  inroads  made  upon  the  stores  of  natural 
wealth.  With  increasing  population,  con¬ 
stant  industrial  progress  is  necessary  to  en¬ 
able  society  to  even  hold  its  own  and  to 
maintain  the  general  level  of  comfort  at  the 
height  already  attained. 

Redistribution  of  Wealth  No  Remedy 

Third,  the  desired  improvement  in  the 
position  of  wage-earners  cannot  reasonably 
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be  looked  for  in  the  mere  redistribution  of 
existing  incomes,  because  the  total  of  these 
is  itself  inadequate.  The  best  authority  upon 
the  aggregate  income  of  all  the  people  of  the 
United  States1  gives  it  at  about  $61,000,000,- 
000  in  1918,  when  the  industries  were  oper¬ 
ating  at  capacity,  but  before  wages  and  prices 
had  reached  the  peak  of  inflation.  This 
compares  with  $34,400,000  in  1913.  The 
income  per  capita  in  1913  is  estimated  at 
$354  and  in  1918  at  $586.  If  the  figures 
for  1918  are  reduced  to  terms  of  purchasing 
power  in  1913,  the  per  capita  income  for 
that  year  would  be  $372.  These  per  capita 
calculations  are  based  upon  the  total  produc¬ 
tion  of  wealth  in  the  country,  including  all 
that  results  from  the  exploitation  of  natural 
resources  and  the  use  of  capital  equipment. 

Assuming  for  the  sake  of  argument  that 
property  owners  may  be  deprived  of  all  in¬ 
come  and  that  what  now  goes  to  them  could 
be  diverted  to  wage-earners,  we  can  see  that 
the  latter  would  not  be  very  affluent.  More¬ 
over  to  attempt  the  accomplishment  of  this 
result  by  some  radical  reorganization  of  ex¬ 
isting  industrial  society  in  all  probability 
would  so  impair  the  efficiency  of  industry  that 
everybody  in  the  end  would  find  himself 
worse  off  than  in  the  beginning. 

1  “Income  in  the  United  States,”  by  the  National  Bureau 
of  Economic  Research,  Inc. 
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The  solution  of  the  problem  lies  not  in 
going  backward  to  a  simpler  and  poorer  type 
of  industrial  organization,  but  in  going  for¬ 
ward  to  improve  and  perfect  modern  indus¬ 
try  in  order  to  achieve  greater  productivity 
and  larger  incomes  for  all. 

Producing  to  Capacity 

One  set  of  facts  concerning  the  possibili¬ 
ties  for  increasing  production  is  worthy  of 
special  mention.  It  indicates  that  the  present 
industrial  organization  is  seldom  if  ever  util¬ 
ized  to  its  full  capacity.  A  table  of  produc¬ 
tion  has  been  prepared  by  Professor  Edmund 
E.  Day,  of  Harvard  University,  which  shows 
the  physical  volume  of  production  of  manu¬ 
factured  products  and  of  mining  and  agricul¬ 
ture  from  1899  t0  I9I9)  in  comparison  with 
the  growth  of  population  during  these  years. 
The  striking  fact  presented  by  this  table 
is  that  in  manufacturing  and  in  mining  the 
volume  of  production  has  varied  enormously 
from  time  to  time  quite  apart  from  the 
growth  of  population.  For  example,  the  in¬ 
dex  number  for  manufactured  products  rose 
from  100  in  1899  to  156-3  in  1907,  fell  to 
132.7  in  1908,  rose  to  187.1  in  1913,  and 
fell  again  to  17 1.4  in  1914,  while  the  index 
number  of  population  showed  a  steady  pro¬ 
gressive  increase  from  100  in  1899  to  131.6 
in  1914.  The  natural  inference  from  these 
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figures  is  that  production  at  full  capacity, 
year  in  and  year  out,  would  do  a  very  great 
deal  to  raise  the  level  of  popular  consump¬ 
tion. 

Still  more  striking  is  the  enormous  increase 
in  production  during  the  war.  In  1918,  for 
example,  the  index  number  for  manufactured 
products  reached  214  and  that  for  mining 
279.6.  This  fact  is  still  more  remarkable 
when  we  recall  that  a  large  part  of  the  male 
population  of  the  most  productive  ages  was 
withdrawn  from  industrial  pursuits  during 
this  period.  With  two  and  a  half  million 
men  at  war,  our  mines  put  out  a  third  more 
minerals  than  in  time  of  peace  and  our  fac¬ 
tories  did  almost  as  well. 

Lessons  of  War-Time  Experience 

The  experience  of  industry  during  the  war 
yielded  lessons  which  all  thoughtful  people 
wish  to  take  into  account.  Notwithstanding 
glaring  instances  of  wasteful  methods  and 
inefficient  service  it  cannot  be  questioned  that 
in  this  country,  in  England  and  other  coun¬ 
tries  where  industry  was  under  great  pres¬ 
sure,  the  aggregate  industrial  output  was 
largely  increased,  despite  the  withdrawal  of 
men  to  the  military  and  naval  forces.  This 
result  was  accomplished  by  more  complete 
employment  of  the  people,  the  wholesale  in¬ 
troduction  of  women  into  industry  and  busi- 
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ness,  a  greater  centralization  of  industrial 
management  and,  lastly,  by  greater  zest  and 
unity  of  spirit  in  accomplishment.  If  such 
results  could  be  achieved  in  time  of  war  it 
should  be  possible  to  achieve  them  also  in 
time  of  peace.  It  is  for  everybody  to  con¬ 
sider  how  this  shall  be  done. 

Conclusion 

The  general  conclusion  to  be  drawn  from 
our  study  of  wages  may  be  a  sober  one,  but 
it  is  scarcely  to  be  considered  gloomy.  Fig¬ 
ures  may  be  inadequate  for  some  periods,  and 
considerable  wrangling  over  matters  of  de¬ 
tail  for  one  period  or  another  may  persist, 
but  anyone  who  doubts  that  there  has  been 
industrial  progress  and  that  wage-earners 
have  shared  in  the  benefits  of  this  progress 
must  surely  be  flying  in  the  face  of  plain 
facts. 

The  long  view  forward,  if  based  on  the 
long  view  backward,  will  hold  that  the  out¬ 
look  for  wage  earners  will  continue  to  depend 
primarily  upon  the  extent  to  which  the  pro¬ 
ductive  resources  of  the  community  as  a 
whole  are  so  utilized  as  to  promote  industrial 
progress.  If  only  we  can  manage  to  make 
industry  more  regular,  more  efficient,  more 
economical,  we  can  be  sure  that  the  real  in¬ 
comes  of  the  masses  of  the  people  will  tend 
to  improve.  A  higher  standard  of  living, 

6  9 


ECONOMICS  FOR  EXECUTIVES 

sustained  in  part  by  smaller  families  among 
wage  workers,  is  altogether  possible. 

Sense  of  Trusteeship  Needed 

Broadly  considered,  the  receivers  of  in¬ 
comes  of  all  kinds  should  look  upon  them¬ 
selves  as  agents  or  trustees  for  economic 
society  as  a  whole.  Some  of  them  may  per¬ 
form  their  functions  badly  and  some  of  them 
doubtless  do.  Some  are  no  doubt  paid  too 
much  and  others  paid  too  little.  Yet  an 
earnest  purpose  to  cooperate  more  effectively 
and  to  increase  the  volume  of  production, 
should  demonstrate  that  the  present  indus¬ 
trial  system  contains  within  itself  the  means 
of  correcting  its  own  defects.  It  has  the 
power  to  reduce  prevailing  inequalities  of 
distribution  and  the  still  more  important 
power  to  raise  the  general  volume  of  produc¬ 
tion  to  such  a  level  that  the  wrangling  over 
distribution  may  become  of  secondary  sig¬ 
nificance. 

A  chief  means  to  this  end  is  the  willing 
effort  of  all  men  to  understand  their  own 
parts  in  the  system,  to  adjust  themselves  to 
it,  and  to  perform  their  functions  with  the 
greatest  efficiency  possible.  It  is  the  task 
of  business  men  in  particular,  as  the  respon¬ 
sible  directors  of  industry,  to  lead  the  way. 
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